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THE BUSINESS SITUATION

Staff of the T HE “FINAL” estimate of growth in real gross
Current Business domestic product (eoe) for the second
Analysis Division f . .
prepared the first ~ duarter of 1994 is 4.1 percent, o.3 percentage point
section of this higher than the “preliminary” estimate reported
in the August Survey oF CURRENT BUSINEss

articl_e, and Daniel
Larkins prepared — (tapje 1) * The general picture of economic activ-

the section on
corporate profits.

1. Quarterly estimates in the national income and product accounts are
expressed at seasonally adjusted annual rates, and quarterly changes are differ-
ences between these rates. Quarter-to-quarter percent changes are annualized.
Real, or constant-dollar, estimates are expressed in 1987 dollars and are based
on 1987 weights.

Table 1.—Revisions in Real Gross Domestic Product and Prices, Second
Quarter 1994

[Seasonally adjusted at annual rates]

Percent change from | Final estimate minus
preceding quarter preliminary estimate
Preliminary | Final Pe;;znt- Bilqggi of
estimate | estimate points dollars
38 41 03 39
15.8 16.6 8 12
175 18.6 11 11
10.7 10.7 0 0
18.9 18.9 0 0
22.6 233 T 9
-15 -4.0 =25 -7
Equals: Gross domestic PUrChases ..........crnmirenrineeinnnes 44 4.6 2 2.7
Personal consumption eXpenditures .............ooeererererennnens 14 13 -1 -8
Durables ... . 12 4 -8 -1.1
Nondurables 21 22 1 4
Services ... 1.0 11 1 1
Fixed investment . 8.7 8.6 -1 -2
Nonresidential .. 9.2 9.2 0 0
SHTUCIUIES ..o 19.6 20.6 1.0 3
Producers’ durable equipment . 6.5 6.1 -4 -4
RESIAENLAL ... 73 7.0 -3 -2
Change in business inventories .. 29
Nonfarm . -1
Farm ... 29
Government purchases -1.6 -1.2 4 8
Federal ... -8.8 =79 9 8
National defense .. —6.2 -4.1 21 12
Nondefense ...... -14.0 -15.0 -1.0 -3
State and local 29 29 0 0
Gross domestic purchases price index (fixed weights) 33 3.2 -1
GDP price index (fixed weights) * 29 29 0

1. Based on 1987 weights.

NoTe.—Final estimates for the second quarter of 1994 incorporate the following revised or additional major source data that
were not available when the preliminary estimates were prepared.

Personal consumption expenditures: Revised retail sales for June and household share of motor vehicle registrations for June.

Nonresidential fixed in : Revised construction put in place for May and June, revised manufacturers' shipments of
equipment for June, revised shipments of complete civilian aircraft for June, and business share of motor vehicle registrations for
June.

Residential investment: Revised construction put in place for May and June.

Change in business inventories: Revised manufacturing and trade inventories for June and revised motor vehicles inventories for
June.

Net exports of goods and services: Revised merchandise exports and imports for June, revised exports and imports of services
for the quarter, and revised territorial adjustments for the quarter.

Government purchases: Revised State and local government construction put in place for May and June.

Net interest: Financial assets held by households for the quarter and revised net interest from the rest of the world for the
quarter.

Corporate profits: Revised domestic book profits and profits from the rest of the world for the quarter.

GDP prices: Revised housing prices for the quarter and revised export and import prices for the quarter.

ity was little changed from that reported in Au-
gust: A jump in inventory investment accounted
for more than half of the second-quarter increase
in real gop; fixed investment and personal con-
sumption expenditures (pce) also increased, but
net exports and government purchases declined.

By component, the largest revision was to in-
ventory investment, up $2.9 billion; this revision
primarily reflected the incorporation of newly
available information from the U.S. Department
of Agriculture on cattle held in farm inventories.
Revisions to the other components of real cpr
were small; net exports of goods and services and
government purchases were revised up, and pce
and fixed investment were revised down.

The final estimate of real gross domestic
purchases shows a 4.6-percent increase, o.2
percentage point higher than the preliminary
estimate.

The final estimates of the fixed-weighted price
indexes for gross domestic purchases and for gop
show increases of 3.2 percent and 2.9 percent,
respectively, little changed from the preliminary
estimates.

The increase in real disposable personal income
(pp1) was revised up 0.8 percentage point to 3.5
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Selected Product Measures:
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percent, about the same increase as in the first
quarter. Current-dollar prr was revised up $8.9
billion, largely reflecting upward revisions to per-
sonal interest income (in turn reflecting newly
available flow-of-funds data on household assets
from the Federal Reserve Board) and to farm in-
come (reflecting the aforementioned revision to
farm inventories). The personal saving rate was
revised up o.2 percentage point to 4.1 percent.

Gross national product (6np).—Real GNP in-
creased 3.7 percent in the second quarter, some-
what less than the increase in real gpp (chart 1
and table 2).> Payments of factor income to the
rest of the world increased more than receipts
of factor income, but both increased consider-
ably more in the second quarter than in the past
several quarters. Interest income accounted for
nearly all of the second-quarter increase in both
receipts and payments.

Real gnp on a command basis increased less
than real gnp—3.5 percent, compared with 3.7
percent—reflecting a slight deterioration in the
terms of trade.” In the first quarter, command-

2. gNp equals coe plus receipts of factor income from the rest of the
world less payments of factor income to the rest of the world.

3. In estimating real anp, the current-dollar value of exports of goods
and services is deflated by export prices, the current-dollar value of imports of
goods and services is deflated by import prices, and the current-dollar values
of receipts and payments of factor income are deflated by the implicit price
deflator for net domestic product. In estimating command-basis enp—a
measure of U.S. production in terms of its purchasing power—the current-
dollar value of total exports of goods and services and receipts of factor
income is deflated by the implicit price deflator for imports of goods and
services and payments of factor income. The terms of trade is measured

Table 2.—Relation of Gross Domestic Product, Gross
National Product, and Command-Basis Gross National
Product in Constant Dollars

[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent
change from
Change from preceding
Level preceding quarter
quarter
1994:11 | 19041 | 10047 | 19941 199411

Gross domestic product ..........c....... 5314.1( 431 53.0 33 4.1

Plus: Receipts of factor income from
the rest of the world ........ccccovvvens

Less: Payments of factor income to
the rest of the world ...........ccceeeneee.

127.1 24 12.3 8.8 50.3
130.7 15 17.5 55 7.7

Equals: Gross national product ...... 53105( 44.0 478 34 37

Less: Exports of goods and services
and receipts of factor income from
the rest of the world ........ccccovvvvne

Plus: Command-basis exports of
goods and services and receipts of
factor iNCOMe ..o

771.0f 3.1 365 -1.7 21.4

790.6 4.0 344 21 195

Equals: Command-basis gross
national product .........cceevvevernns

Addendum:
Terms of trade ™ .....c.covvevvrivvvriinerens

5330.1 512 45.6 4.0 35

102.5 1.0 -5 40| -19

1. Ratio of the implicit price deflator for total exports of goods and services and receipts of
factor income to the corresponding implicit price deflator for total imports, with the decimal
point shifted two places to the right.

NoTE —I evels of these series are found in NIPA tables 110 and 111

basis gnp increased more than anp—y4.0 percent,
compared with 3.4 percent.

Alternative measures

For the “final” estimate for the second quar-
ter of 1994, BEA’S chain-type annual-weighted
alternative measure of real gpp increased 4.2 per-
cent, o.1 percentage point more than the featured
fixed-1987-weighted measure; the benchmark-
years-weighted alternative measure increased 4.1
percent, the same as the featured measure. In the
first quarter, both alternative measures had in-
creased 3.2 percent, o.1 percentage point less than
the featured measure.

In the second quarter, as well as in the first,
the small difference between the gpp growth rates
of the chain-type and the featured measure re-
flected offsetting differences among the growth
rates of the major components. In the sec-
ond quarter, the larger increase in the chain-type
measure reflected positive contributions from pce
for services, change in business inventories, and
imports (which is subtracted in deriving cpp);
negative contributions came from pce for durable
goods and from producers’ durable equipment.

For prices of gross domestic purchases, both
alternative measures increased 3.1 percent in the
second quarter, o.1 percentage point less than
the featured 1987-weighted measure. In the first
quarter, the chain-type measure increased 2.5
percent, the same as the featured measure; the
benchmark-years measure increased 2.6 percent.
For gpp prices, both alternatives increased 2.7
percent in the second quarter and 3.2 percent in
the first; the featured measure increased 2.9 per-
cent in the second quarter and 3.1 percent in the
first.

Compared with the first two quarters of 1994,
the differences between the featured and the al-
ternative measures of real cpe for the quarters
of 1993 were considerably larger. The average in-
crease in the featured measure of real cpr for
these quarters was o.9 percentage point larger
than the average increases in the alternative meas-
ures. The largest difference was in the fourth
quarter, when the featured measure increased
6.3 percent, 1.2 percentage points more than the
alternative measures.*

by the ratio of the implicit price deflator for exports of goods and services
and receipts of factor income to the corresponding implicit price deflator for
imports, with the decimal point shifted two places to the right.

4. Estimates of the benchmark-years-weighted measures from the third
quarter of 1992 forward are now calculated using 1992 and 1993 weights.
Estimates of the chain-type annual-weighted measures from the third quarter
of 1992 through the second quarter of 1993 are now calculated using 1992 and
1993 Weights, and estimates from the third quarter of 1993 forward are now
calculated using 1993 weights. (The schedule used to update the weights for
the alternative measures was published in [‘Alternative Measures of Change in
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The featured measure of real gop is a fixed-
weighted-measure in which quantities in all pe-
riods are weighted with 1987 prices. The faster
growth of the featured measure of real Gop in
1993 reflects the greater weight in that measure
of components that have had above-average in-
creases in output and below-average increases in
prices since 1987. (Such components have less
weight in the alternative measures because the
alternatives are based on more recent weights.)
Computers and peripheral equipment, which
is the most important of these components,
had considerably larger-than-average increases in
output during 1993.

Corporate Profits

Profits from current production—profits before
tax with inventory valuation adjustment (1va)
and capital consumption adjustment (ccadj)—
increased $38.2 billion in the second quarter
after decreasing $25.7 billion in the first (table 3).
The rebound largely reflected the effect of the
Northridge, California, earthquake, which had
reduced first-quarter profits by about 3o billion.

Domestic operations of both financial and
nonfinancial corporations contributed to the
second-quarter increase; profits from the rest of
the world changed little. For domestic opera-
tions of nonfinancial corporations, the increase
reflected both an increase in real gross product
and an increase in unit profits. The increase in
unit profits, in turn, resulted from an increase in
unit price and no change in overall unit cost.

Cash flow from current production, a profits-
related measure of internally generated funds
available to corporations for investment, in-
creased $8.3 billion after increasing 1.0 billion.
Despite the step-up, the ratio of cash flow to
nonresidential fixed investment—a measure of
the share of current levels of investment that
could be financed by internally generated funds—
decreased to 83.2 percent from 84.1 percent. Since
peaking at 91.9 percent in the first quarter of 1992,
the ratio has fluctuated between 83 percent and
88 percent; in contrast, in the 1980’s, the ratio
averaged 72.1 percent.

Industry profits.—Industry profits are measured
by profits before tax with 1va because estimates
of the ccadj by industry do not exist. For finan-
cial corporations, industry profits increased $16.8

Real Output and Prices, Quarterly Estimates for 1959—92,”| in the March 1993
Survey.) Because the current estimates of these measures are calculated using
1992 Or 1993 weights, Bea has decided not to publish fixed-1992-weighted
measures as an alternative, as it had reported in 1992 that it planned to do.

billion after decreasing s25.0 billion; the rebound
reflected a sharp upturn in the profits of property
and casualty insurance carriers. For nonfinan-
cial corporations, profits increased $21.3 billion
after increasing $1.7 billion; the step-up reflected
upturns in trade and in the transportation and
public utilities group that were partly offset by
a downturn in manufacturing. In trade, profits
improved at both the wholesale and retail levels.
In manufacturing, the downturn mainly reflected
motor vehicles and food.

Profits from the rest of the world measures re-
ceipts of profits from foreign affiliates of U.S.
corporations less payments of profits by U.S. affil-
iates of foreign corporations. Receipts increased
$1.5 billion, and payments increased $1.8 billion.
In receipts, increased profits in manufacturing
and “other” affiliates more than offset decreased
profits in petroleum. In payments, increased
profits in “other” affiliates, especially affiliates
in wholesale trade, more than offset decreased
profits in petroleum and manufacturing. e

Table 3.—Corporate Profits
[Seasonally adjusted at annual rates]

Level | Change from
preceding

quarter

1994:11
1994:1 | 199411

Billions of dollars

Profits from current production 546.4| -25.7 38.2
DOMESHC ..o 485.7| -25.1 38.6
Financial ....... 90.9| -25.7 16.0
Nonfinancial ...... 394.7 6 225
Rest of the world .. 60.7 -6 -4
IVA i -14.1 -5.8 -18
CCAdj .......... 374 -18 4
Profits before tax ... 523.1| -18.2 39.6
Profits tax liability 2017 =74 17.6
Profits after tax ........... 321.4| -10.8 22.0

Cash flow from current production ........ 568.2 1.0 8.3

Profits by industry:

Profits before tax with IVA 509.0| -23.9 37.8
DOMESHC ...ovvvvrrirrinns 4482 -233 381
Financial .. 106.4| -25.0 16.8
Nonfinancial 341.8 17 213
Manufacturi 143.0 10.9 -2.1

Trade ........... 72.0 -4.7 13.0
Transportation and public utilities 732 -6.3 9.8

L1 1:] 53.6 17 6

Rest of the world ... 60.7 -4

-6
Receipts (inflows) ... 79.1 29 15
Payments (outflows) 18.4 3.6 18

Dollars
Unit price, costs, and profits of domestic
nonfinancial corporations:
UNIE PIICE oo s 1.170| 0.006| 0.005
Unit labor cost ....... .766 .003 .003
Unit nonlabor cost ................ 271 .005| -.003
Unit profits from current prod 27| -.001 .005

Note.—Levels of these and other profits series are found in NIPA tables 1.14, 1.16, 6.16C,
and 7.15.

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment
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